1. Introduction
Our experience of the Asian currency and financial crises in 1997 tells us that it is important for East Asian countries to make direct linkages between plenty of savings and prospective investment chances within the East Asian region and to pool liquidity of the financial markets in East Asian countries. For the purpose, East Asian countries should create and develop regional bond markets in the East Asian region as well as local bond markets in each of East Asian countries. Especially for regional bond markets, current international financial centers in East Asia are expected to activate capital and money flows within the East Asian region. Moreover, cooperation among the international financial centers in the East Asian region would help to develop the regional bond markets and, in turn, to make direct linkages between savings and investments within the East Asian region. The Tokyo financial market is expected to play a central role as a regional financial center in developing the regional bond markets.
The Tokyo financial market was said to be one of the three major international financial centers in the world economy because it could compete with London and New York financial centers.
However, it is difficult to deny that the Tokyo financial market has been caused its position to decline not only in quantitative terms but also in qualitative terms in recent years. This paper is to consider a current position of the Tokyo financial market among the international financial centers and regional financial centers in East Asia.
In the next section, we consider a historical background of the Tokyo financial market by focusing on internationalization of several financial markets in Japan. In the third section, we survey current status of the Tokyo financial markets from a viewpoint of an international and regional financial center. The fourth section makes evaluations of the role of Tokyo financial market as an international and regional financial center by focusing on access of foreigners to Japan financial markets and securities settlement systems in Japan. In conclusion, we show future prospects of the 2 Tokyo financial market as an international and regional financial center.
Historical Background
In Japan, financial markets and financial system have been gradually internationalized since 1980's through two major events, which include an external pressure ("Gaiatsu" in Japanese term) from the United State government in the first half of 1980's and the Japanese Big Bang in the latter half of 1990's in a situation of the Japanese financial crisis.
Japanese financial markets have been internationalized since 1985 when the Japan-U.S. Ad Hoc Group on Yen/Dollar Exchange Rate, Financial and Capital Market Issues (the Japan-U.S.
Yen/Dollar Committee) suggested necessity to internationalize the Tokyo financial market as well as the Japanese yen. According to the Japan-U.S. Yen/Dollar Committee's suggestion, the Japanese government had made effort to internationalize the financial system in Japan. For example, in 1986, the Japanese government established the Japan Offshore Market, where non-residents are allowed to conduct international financial transactions freely. As a result, it has become easier for non-residents to give access to domestic financial markets in Japan. In addition, the Japanese government has increased access of foreign financial institutions to the Japanese financial markets. First foreign security companies acquired the Tokyo Stock Exchange membership in 1986.
The Japanese government commenced the Financial System Reform, which is called "Japanese Big Bang," in November 1996 under the three principles of "Free, Fair, and Global," aiming to rebuild the Japanese financial markets into an international market comparable to the New York and London markets. As the first step, the revised Foreign Exchange Law was changed to totally We briefly look at history of deregulating money markets, bond markets, the Japan Offshore Market, access of foreign financial institution and foreign firms to domestic financial markets, and the Japanese Big Bang.
(1) Money markets (a) CP market Domestic Commercial Paper (CP) market was established in November 1987. At the same time, the restriction prohibiting the holding of Euro-yen CPs by non-residents was lifted. The domestic CP market was reconsidered in order to develop it further. In December 1988, rating of CPs was introduced and a variety of maturities were increased. Domestic security companies, non-banks, and insurance companies were allowed to issue their CPs in the first half of 1990's. Foreign security companies were allowed to issue their CPs in the Japanese CP market in March 1995. In April 1996, eligibility requirements for issuing CPs, which included abolishment of listing conditions, were virtually abolished. In December 1984, the position of lead manager for Euro-yen bonds was opened to foreign financial institutions. In April 1985, the withholding taxes on Euro-yen bonds issued by residents were abolished. The guidelines for issuance of Euro-yen bonds by residents are relaxed. It means a comprehensive shift to using rating to determine eligibility for issuing bonds.
In June 1989, regulations regarding eligibility requirements for issuing the Euro-yen bonds by non-residents are moderated further. Rating of Euro-yen bonds was no longer required for issuing them. Restriction which prohibited the holding of the Euro-yen bonds by non-residents was lifted for bonds with maturities of less than four years. Recycling restrictions on Euro-yen sovereign bonds issued by non-residents were abolished in January 1994. Recycling restrictions on the Euro-yen bonds issued by non-residents were completely abolished in August 1995. In January 1996, eligibility requirements for issuing domestic bonds by non-residents are eliminated. Obligations to set up eligibility requirements of issuing bonds and financial restriction clauses were removed.
(4) Japan Offshore Market
The Japan Offshore Market was established in December 1986 in order to develop Japanese financial markets as an international financial center from a viewpoint of internationalizing Japanese financial and capital markets. Some financial and tax measures have been taken about financial transactions in the Japan Offshore Market while the financial transactions have been insulated from domestic other financial transactions. In the Japan Offshore Market, banks, as a rule, finance money from foreign countries and lend it to foreign countries. Financial transactions in the Japan Offshore Market are not subject to interest rate regulations, deposit insurance, and reserve deposit requirement.
As for interest, withholding income taxes and corporate taxes are exempt. The Japanese government has promoted a financial system reform, which is called the "Japanese Big Bang," in order to make the Japanese financial sector efficient and competitive. The Japanese Big Bang was commenced in November 1996 under the three principles of "Free, Fair, and Global".
The revised Foreign Exchange Law was changed to totally liberalize cross-boarder transactions in
April 1998 according to the Japanese Big Bang. Then, the Financial System Reform Law, a package of revisions of laws including the Banking Law, the Securities and Exchange Law, and the Insurance Business Law, which were required to implement the Financial System Reform, was enforced in December 1998.
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Almost all measures were already implemented. First, the means of asset management were improved, including the introduction of new investment trusts and over-the-counter sales of investment trusts by banks and other financial institutions, and full liberalization of dealings in securities derivatives. Second, efforts were made to provide attractive services through vital intermediary activities, such as promoting entry of banks, securities companies and insurance companies into each other's business, switching of participation regulation from the licensing system to a registration system for securities companies, liberalizing cross-border capital transactions and foreign exchange business, and fully liberalizing brokerage commissions. Third, diversified markets and channels for financing were created by abolishing the requirements to trade stocks only through the stock exchanges and introducing proprietary trading system (electronic trading systems). The (C) Interest income of non-residents and foreign corporations accrued from interest-bearing Japanese Government Bonds which satisfy some requirements, including registration in the BOJ book-entry system, and whose period for interest calculation begins on or after September 1, 1999 are exempt from withholding taxes on interest.
Current Status of the Tokyo financial markets
We survey current status of the Tokyo financial markets from a viewpoint of international and regional financial center. We focus on inward and outward portfolio investments of Japan, especially inward and outward investments in stocks and bonds. Next, we look at current status of the Tokyo financial market as foreign companies' financing function. We refer also on the yen denominated foreign bond (Samurai bond) and the foreign currency-denominated bond (Shogun bond). Table 2 . Total of long-term and medium-term Japanese Government Bonds is more than five times of the Japanese Government Bills (the total of TBs and FBs). Long-term Japanese Government Bonds are about two thirds of the total of long-term and medium-term Japanese Government Bonds. Thus, the RTGS system is a settlement mode that limits the direct effect of the inability to pay of one financial institution, in the event that the financial institution becomes unable to transfer either funds or Japanese Government Bonds and Bills for any reason, to the immediate counterparties of that financial institution. The changeover to the RTGS system was aimed at reducing the systemic risk inherent in designated-time net settlement. 
(5) Inward and outward investments in stocks
The deregulation of international financial transactions in Japan has reflected in increases in portfolio investments, which include investments in stocks and bonds. Figure 5 shows that gross inward and outward investments (in terms of acquisition and disposal) in stocks had surges during the first period from 1985 to 1987 and the second period from 1998 to 2000. The two periods corresponds to the first internationalization of financial markets and the Japanese Big Bang. The gross inward investments in stocks have been steadily larger than the gross outward investments in stocks, which has reflect a fact that Japan has been a capital exporter to foreign countries over time. bonds issued by non-residents has increased rapidly while issuance of the Samurai bonds has not increased so much.
Evaluation of the Role of Tokyo Financial Market
We make evaluation of the role of Tokyo financial market as international and regional financial center by focusing on access of foreigners to Japanese financial markets and securities settlement systems in Japan.
( (2) Bond markets Developments of capital markets should depend on their extent and depth in terms of liquidity in capital markets. A variety of market participants including non-residents should participate in the capital markets. For the purpose, it is necessary to provide market participants with a more favorable market environment as an incentive to participate in the markets. Some measures, which include exempting withholding tax on interest income of non-residents and foreign corporations accrued from interest-bearing Japanese Government Bonds, have been taken to provide a more favorable market environment for both issuance and secondary markets of the Japanese Government Bonds.
The Japanese government should improve an institutional environment, which include tax system and securities settlement system, for government bond market in order to induce non-residents to invest in Japanese Government Bonds without any obstacles.
(3) Samurai bond market
It is desirable to provide a more favorable environment where non-residents will be able to finance money in terms of the Japanese yen smoothly in Japanese capital markets with lower financing costs. It is desirable also in terms of providing efficient yen-denominated investment instruments for non-resident investors who are making international portfolio investments. For the purpose, it is necessary to activate the Samurai bond market where non-residents can finance money in terms of the Japanese yen in Japan. However, issuance of Samurai bonds has tended to be inactive in recent years while market of Euro-yen bonds issued by non-residents has been relatively steadily expanding.
It is pointed out that prompt issuance of bonds in the Samurai bond market is more difficult than the Euro-yen bond markets and also that issuance costs in the Samurai bond market are more expensive than the Euro-yen bond markets. Accordingly, it is necessary to improve the obstacles for issuing bonds in the Samurai bond market. The Study Group of Promotion of Internationalization of the Yen (2003) suggested that the Japanese government should take promptly some measures which attractive for foreign issuers and investors.
Future Prospects
In conclusion, we will show future prospects of Tokyo financial markets as an international and regional financial center by enhancing international and regional linkages among Tokyo and other East Asian financial markets. We may suggest some measures in order that the Tokyo financial markets should play a central role as a regional financial center in East Asia. East Asian countries would cooperate in facilitating cross-boarder bond trading by improving financial market infrastructure, including clearing and settlement systems. The Japanese financial market infrastructure leaves some room for further improvement, which include unifying securities clearing and settlements and central securities depositories within Japan although it is that Japanese financial markets will play a central role in linkage among financial markets in East Asian countries.
